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iBSTBiCT 

One crucial step toward an anderstanding of 
discriaination against blacks in rental housing is a careful analysis 
of tke landlord's economic incentives. Sach analysis does not exist 
in the literature. This paper develops a nodel of landlord behavior 
aiider perfect conpetition when both black and white tenants have 
racial prejadicife. This nodel provides considerable support for open 
housing legislation and soue insight into the design of such 
legislation. According to this exclusion uodel, open housing can help 
eliuinate restrictions on the supply of housing available to blacks 
and reduce the differential between black and white rentals. Open 
housing will not lead to integration in individual apartuent 
buildings, but this result is due to the prejudice of blacks and 
whites, not to any deficiency in hhe open housing approach to 
discriuination in housing. Purthi^ruore, the exclusion nodel indicates 
that open housing will not be a financial disaster for landlords, and 
that it will not completely eliuinate the black^white rent 
differential for neighborhoods undergoing racial change. Finally, 
clearinghouses for apartuent infornation, which significantly lower 
landlords* incentives to discrininate, will inerease the 
effectiveness of open housing legislation. Several ways to in prove 
the effectiveness of open housing legislation are derived. 
liuthor/JB) 
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ABSTRACT 



This paper develops a model of landlord behavior under perfect 
coBpetltlon when both black and white tenants have racial prejudice. 
The model dt edicts that landlords will often have an Incentive to 
avoid renting to blacks, that apartment buildings will be completely 
segregated, and that there will be a positive black<-whlte rent 
differential. It Is also shown that effective open housing legis- 
lation will provide more housing for blacks, will not end segregation, 
will not be a financial disaster for landlords, and will not eliminate 
the black^hite rent differential. Finally, several ways to loqprove 
the effectiveness of open housing legislation are derived. 
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A MODEL OF DISCRIMINATION BY LANDLORDS 



One crucial step toward an understanding of discrimination against 
blacks In rental housing Is a careful analysis of the landlord's economic 
Incentives. Such an analysis does not exist In the literature; discus- 
sions of landlord Incentives can be found, but they are Incomplete at 
best and often Inconsistent with the available evidence. In this paper, 
I will attempt to provide a more satisfactory model of landlord be* 
havlor . 

The analysis that follows relies heavily on the distinctions 

among several terms. Prejudice Is defined to be a strong, Inflexible 

attitude toward a certain group of people. In contrast, discrimination 

is a type of behavior that denies one group of people rights or oppor* 

tunltles given to others.^ Several different types of discrimination 

2 

are of Interest to economists. In this paper we will focus on two 
types of discrimination in housing: price discrimination , which is 
the act of charging one group a higjier price than another group for 
identical housing; and exclusion , which is any technique designed to 
avoid selling or renting housing in a given location to a certain group 
of people. Prejudice and discrimination should not be confused with 
two purely descriptive terms: segregation , which describes the physical 
separation of different groups of people, and price differential , which 
describes a difference in the prices paid by two groups for the same 
commodity. It should be emphasized that although all of the above 
terms are logically separate the phenomena to which they refer are 
closely related in the structure of American society. 



ERIC 



4 



The plan^of the rest of this paper is asf^ follows. Sow basic 
assumptions about the apartment market and several eiqpirical proposi- 
tions about discrimination against blacks in that market are presented 
in sectian 1. A satisfactory theory of landlord behavior should begin 
with these assunq)tions and be consistent with these propositions. The 
iiiq)lications of such a theory should then be subjected to empirical 
testing. In section 2, one hypothesis concerning land}.ord discrimi^ 
nation, that of Muth (1969). is evaluated and found to be inconsistent 
with much of the evidence about discrimination. An alternative theory 
is developed in sections 3 and 4, anO the policy inplications of that 
theory are discussed in the final section. 

1. THE MARKET FOR APARTMENTS 

Rental housing, which made up approximately 40 percent of the 

occupied housing in SMSAs in 1970, is supplied by an industry made-up 

3 

of many small firms. In one of the few careful studies of rental 
housing, Stemlieb found that "less than a quarter" of the apartment 
buildings in the slums of Newark were owned by landlords possessing 
over six such buildings (1969, p. 122). Theiefore, it is appropriate 
to begin, as have many theories about housing (such as Muth, 1960, and 
Olsen, 1969), with the basic assumption of perfect conq^etltion: no 
single landlord has a large enough share of the apartment market to be 
able to influence the price of his product. 

The theory of the firm assumes that landlords will maximize their 
rental income subject to the rentals determined bv rompetition. Althou^ 



this maximization problem is complicated by decisions about possible 
improvements on the apartments and about various tax provisions, rental 
income appears to be the primary concern of landlords. To cite 
Stemlieb again, interviews in the slums of Newark indicated that about 
49 percent of the landlords were In the apartment business solely for 
the rental income and an additional 32 pc^rcent were in it partially 
for the rental income (1969, p. 156) • llius our second assumption Is 
that landlords maxmlze their rental income. 

On the demand side of the apartment market, it is plausible to 
argue that racial prejudice affects the amount people are willing to 
pay for apartments in a given neighborhood and within a single apart- 
ment building. For exa]iq)le, a prejudiced white will live at an inte- 
grated location only if the price of housing is lower at diat location 
than at all-white locations. Similarly, a prejudiced white will not 
be willing to pay as much to live in an integrated apartment building 
as to live in one with only white tenants. The study by King and 
Mieszkowski (1973) provides some evidence to support thi.t view: they 
found that apartment rentals for whites in New Haven were 7 percent 
lower in the black ^hite boundary area than the rentals for identical 
apartments in the white "interior.** There is Ho direct evidence about 
the effect of white prejudice on the price of housing within a single 
apartment building, but it seems reasonable to suppose that the effect 
is similar to the neighborhood-level effect. 

The influence of black prejudice on housing prices is analogous 
to that of white prejudice; if blacks are prejudiced against whites, 
the price blacks are willing to pay for an aparr.ment will decline with 
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proximity to whites. The results of th« Kiai^and Mleszkovski stu<^ 
are consistent with this view. They found that apartment rentals for 
blacks were 2 percent iwer near the black^lte border than In the 
black Interior; however, as I have pointed out elsewhere (linger, 1974, 
p. 189), there Is an alternative Interr retation uf this result:, so 
that it cannot be regarded as strong evidence that black rentals decline 
with nearness to whites. 

/ 

Finally, there is evidence that landlords perceive the prejudice 
of their whlce customers and respond to it. (There is no evitesce of 
a similar response to black prejudice.) The following two quotatloro 
Illustrate this point. Denton (1967) cites the testlmcmy of a repre- 
sentative of the National Apartment Owners Association who saidr 

When one of the so-called minority groups moves in, the 
majority groiqj^movea out, and the end result will be 
financially calamitous to an owner who had no racial 
prejudice of his own. (p. 30) 

And after an extensive study of rental housing in the Bay Area, Denton 
concludes that 

almcat all [apartment owners] believe that their \Aite tenants 
will leave if they rent any of their apartments to minority 
families, (cited in Foley, 1973, p. 98) 

In summary, our theory of landlord behavior will be based on 
the following three assuoiptions : 

(Al) The market for apartments is charaiiterized by perfect 

competition in that no individual l^dlord can infXijence 
the price of his products 

(A2) Landlords attempt to maximize their income from the rental 
of apartments subject to competitive prices^ 

^(A3) The demand from both Hacks and whites for apartments in 
a given building is a decreasing fumition of the nuaber 
of mraibers of the other race who live in the building 
and its neighborhood. 
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There is also considerable evidence about segregation and dlscri** 

mlnatlon In rental housing. The high degree of racial segregation In 

4 

American cities Is well-known and need not be documented here. Although 
the racial characteristics of the tenants of Individual apartment 
buildings have not been so extensively studied, the high degree of 
segregation that exists by block Is consistent only with a high degree 
of segregation In the apartment buildings on each block. As further 
evidence, almost 72 percent of the apartment buildings In Stemlleb^s 
study contained only black tenants, 17 percent contained only white 
tenants, and 7 percent contained both black and white tenants^ (1969, 
p. 63). 

Many researchers I've discovered landlord discrimination against 
blacks. We will present some of the recent evidence for the two types 
of discrimination in housing defined earlier, exclusion and price 
discrimination. 

Exclusion . A report by the National Committee Against Discrimi- 
nation in Housing (NCDH) (1970) cites numerous examples of attempts 
by landlords in northeastern New Jersey to exclude blacks. Tactics 
include telling blacks tnat an apartment is already rented when it is 
not; refusing to accept deposits from blacks; sending blacks to a 
• distant manager's office or refusing to accept their applications; 

applying more stringent acceptance criteria to black families; and 
carrying out more rigorous credit checks on blacks (1970, pp. 82*85). 

The NCDH report also refers to the New York State Human Rlgihts 
Conraission's finding that the most common discriminatory techniques 
of landlords in New York were (1) misrepresentiug the availability 

o V 8 
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of an apartment or the I^k of rent, <2) diacxinlnatlon In procedure, 
(3) evasion or delay, and (4) discriminatory selection criteria (1970, 
p. 86). 

Finally, considerable discrimination vas uncovered in Denton^ s 

1970 study of rental housing in the San Francisco area. Denton. writes : 

Gur conclusion from our research is that the vast majority 
[of apartment owners] discriminate, , , , Ihair iisual. tactics 
for avoiding integration are delay aixd red tape,. i«e.t the 
minority prospect gets delay and red tape md tiie^iriiite 
prospect, gets the a p a r tme n t. Where housing is. as tight 
as it is in the Bay Area» discrimination becomes very 
difficult to prove, and ea3y to practice. If. a. minority 
prospect can be held off for as little as four hourf , it 
is usually time to get a bona fide white tenant si^d np 
in time • • • • 

Time is bou^t in all kinds of ways: by setting, re- 
quirements almost no one can meet: by forms; by demsfidlic^g 
references; by ogrriad uncertainties, even rby falling to 
call back vhen an initial inquiry suggests .tibat the prospect 
may be of a minority ethnic group, (cited in FoJsy,..1973, 
p. 98) 

Price Discrimination . Ihere is no direct evidence on the extent 
of price discrimination against blacks in rental housing,. but there 
is considerable evidence about the black-white price differential. /Bic 

most careful attevqpt to estimate this differential is study by 

« 

King and Mleszkovski (1969) • They found that In the border area be<- 
tween the black and white interiors, blacks pay 7 percent more for 
their apartments than do. whites. Furthermore, apartments, rent for 9 
percent more in the black Interior than In the^ wuite interior. 

It is not posaibJ^, however, to Infer from.a price, differential 
that landlords practice price discrimination. As Boms (1961) and 
others have pointed out, a price differential can be caused by the 
exclusion of blacks from white neighborhoods. Some economists have 
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also argued that a price differential can be entirely due to tastes, 
but a review of the hypotheses about housing prices and race that have 
appeared in the economics literature reveals that each of these hypo- 
theses is based, either ^.xplicitly or implicitly, cn the assuiqition 
that there is price discrimination or on the assunqption that blacks 
are excluded from white areas. (See Yinger, 1974, sec. II. 2.) Tastes 
(and other factors) piay a role in these theories, but they are not 
sufficient to cause a price differential. Consequently, in order 
to be consistent with the evidence, a theory ol landlord behavior 
must predict price discrimination or exclusion or both. 

The following three empirical propositions stunnarize our dis- 
cussion of the evidence about discrimination in the apartment market: 

(PI) Apartment buildings are, for the most part, completely 
segregated, that is, they have only white or only black 
tenants • 

(P2) Attempts by landlords to exclude blacks from aparUnent 
buildings that contain white tenants are widespread. 

(P3) Blacks pay a higher rental ior uti apartment with a 
given nuiil>er of units of housint;, services than do 
whites; this is true when conqpaiing apartments In the 
black-white border area or in the interior areas of 
the two groups. 



2. MUTH*S CUSTOMER PREFERENCE HYPOTHESIS 

The approach to landlord aiscrimination taken in this paper shares 

with the approach of Richard Muth an attempt to develop a theory of land*- 

lord behavior that in consistent with economic theory and with the 

main characteristics of the apartment market. Muth*s discussion begins* 

It is commonly believed that residential segregation results 
from the refusal of landlords to rent to Negroes in wnlte areas. . . • 

ERIC 
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Xndftcd, #o--ciULled **opca-oGCiip«D l^flaijttioo nould mw to bm^ 
designed with this hypoth^le la mLad. llille l««dlord»^ . . 
probably bel^ive mm allef^ id>ovc» It im iafOTtmnt to iw^^Axm into 
the reeeone for their bebeTlor. (1969^ p. 106) 

Mui^ then proceeds^ In effect » to eyalciUe three hypotfieeee 
•bout residential segregation on the baslt^ of tipo criterluk First, 
Is It possible to ''account for segregation In nonprofit orgaalsftCloos 
or for the segregation of various o^ther social and edmic jroups on 
die basis of such an hypotiiesis'* (p. 107). Second, ia the hjpotbeeis 
consistent vitb profix MJciaixation by landlords. Itetfa^s first 
criterion Is Illogical. It does not mtkm any sense to r«fulre a 
hypodiesls about housing to accomt for nonresidential segrevsti<Mu 
bodi the econosic and dre nooecoaosic incentiws of lAdividuals in 
the 090 cases are very diTiereat. Aldiough Moth seew to place soMt 
iaportance on dils criterion* I believa that it is irrelasvae to an 
analysis of residential 8e(;regawlon. 

Muth*s second criterion is a sli|^tly sore ganeral version of o^ 
assu^>tion (A2) ; in addition to asTtirt ling their reatal Incowi, land- 
lords will sell dieir apartsent buildings if .t is pcofitAle to do 
so. For exaople* Huth argues that prejudiced landlords will not be 
i^'^jcxiilsing their profits if they rent to blacks since tfaay could 
^*aell out to odters without ma aversion to dealing widi Negroes'*' «bo 
would **of fer aore than the capitalised value of the business to the 
Isadlords. • • who are averse to dealitt( with Negroes** (p. 107) • 
After rejecting two hypoftheses^-whicb he calls thm ^'salXar^s 
preferency hypodiesls*^ and the ^collusion hypothesis'^^-because they 
do not aeet this criteria* Muth presents what he coniders to be a 
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"•ore reasonable explanation for residential segregation" (p. 107). 

This explanation, which he calls the "customer preference hypothesis'' 

is that whites hcve a greater aversion to living anong Negroes 
than do other Negroes. If so, whites would offer more for 
housing in predominantly white neighborhoods than would Negrcres, 
and separation of the residential areas of the two groups would 
result, (p. 107) 

Muth then applies this h/pothesis to the behavior of landlords. 

The failure of landlords to rent to. . . Negroes is mIbo 
readily understandable in terms of this explanation. The 
landlord's refusal may be interpreted as based on a desire 
to avoid the loss of white teaants Under these condi- 

tions, no other person would be willing to offer more for the 
landlord's building. . . and to deal with Negroes, since he 
would be subject to the same restrictions (pp. 108-109) 

In short, Muth argi:as that the prejudice of white renters gives 
landlords an incentive to exclude blacks. However, this argument 
is either fallacious or else it does not meet Muth's second criterion. 
If whites are willing to pay more to live in an apartment building in 
a white neighborl ood, then in order to ensure an all-white building, 
the landlord simply has to set the rental at the level whites are 
willing to pay. Since no black will want to live the building 
at that price, a profit-maxinjizing landlord will not have to discrim- 
inate. If, on the other hand, the landlord sets the price too lew, 
not only will he have to exclude blacks in order to keep his white 
tenants, he will also not be maximizing profits. 

Muth also discusses housing price differentials between blacks 
and whites, but he Joes not say anything about price discrimination 
by landlords. Since his assumptions always lead to completely segre- 
gated apartment buildings, no landlord will (except during transition 
periods) have the opportunity to charge blacks and whites different 
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rentals In a single building. (Thusy Jie existence of neltiier price 
discrimination nor exclusion can be logically deduced frim ifatfa^s 
hypothesis » so tiiat» for the reasons presented earlier » .his hypothesis 
cttinot explain vhy blacks pay sore for their apartnents. 

In conclusion^ Muth*8 custoner preference hypothesis is.haaed * 
on the three assuoptions about the aparteent narket lia;:ad in section 1* 
His hypothesis is consistent with the first eapirical pn^ositian abottt 
the racial characteristics of the apartwmt natket* but ±t daes not 
explain vhy landlords ctteapt^ in aany caaes, to ^mrlndr hlacko; 
indeed » the logic of his hypo diesis indicates that they vUliootikme 
an Incentive to do so. Finally, since i6xth*s ^rpothesis also - does 
not predict price disc riainat ion » it caimot explain tiie difiexeotial 
in the rents paid by blacks .and whites. Mulii*s hypothesis is^ 
helpful beginning, but since it fails to explain ud^tber propMition 
(P2) or proposition (P3), it wist be regarded as u&aatisfactra7« 

3. A MODEL OF LANDLORD BEHAVKXt WITH EXCUBSIQN: IHE CASE PRUnmCE 

The nodel developed in this section, vl!i^ we will refer to as 

the exclusion model, begins with the assuoptions of perfect cMpetition 

in tiie apartaent market (Al) and the naxiflixation of rental Iscow 

by landlords (A2). In addition, we will assuBie that 

(A4) All apartments in a given building are hoapgs&eow ^ 
(that is^ they all have the same nomber of units of bousing 
semices) • 

(AS) Landlords can exclude as many blacks or iriiites fzom their 
buildings as they want to in order to ^yiprt their rental 

(A6) Tenants are not allowed to sub. jt their apartments. 

Er|c 13 
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The first of these assumptions is made to siaqplify rhe analysis; 
it has no significant iBq>act on the results. Assumption (A5)> which 
gives the model its name, indicates that landlords can successfully 
apply the techniques described in section 1 to keep either blacks or 
whites out of a building. FinaUy, Undlords are assumed to forbid 
subletting in order to prevent tenants from influencing the racial 
coiq)osition or the level of rentals in an apartment building. 

On the basis of these assumptions, we can say that the land- 
lord's only choice-variable is the racial composition of his building. 
Now assuming that 

(A7) Vacancies are never profitable^, 
it must be true in a building containing Q apartments that 

(1) Qb ^ * ^ 

where is the number of apartments rented to blacks and is the 
b 

nuriber rented to whites. Using equation (1). the landlurd's problem 
can be simplified to the choice of the value of that maxiinizes 
his rental income. 

On the demand side, we will begin with the assumption that both 
races are prejudiced, so that the amount customers are willing to pay 
for apartments in a given building declines as the number of tenants 
of the other race increases (assumption (A3)l. Other racial attitudes 
will be exaiained in section 4. The racial composition of the neigh- 
borhood around a building will affect the height of the demand curve 
for apartments in that boildiag.. but since a landlord must treat the 
neighborhood £s given, neighborhood racial composition will not affect 
the slope of the demand curve. 
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Thus the deiaand function from whites for ^artments In a glTen 
building Is a dacreasing function of the nunber of blacks In that 
building and can be written as follows: 

(2) . D^(Qj,) . d; < 0, 

Equation (2) Indicates that by picking a value of Q^^ a landlord, 
determines the price he can charge his white tenants. 

Similarly y we can derive a demand function for blacks? 

which » as indicated » is an increasing function of Q« • 

D 

One final assumption completes the model: 

(A8) Landlords need not charge the same rental 

to blacks and whites » but can charge the amaunts 
indicated by the clack and white demand curvM 
at whatever value of Q. is chosen* 

D 

The landlord's problem is to pick the value of thae maximlzem^ 
his rental income subject to a capacity constraint and tiie demand- 
functions (2) and (3). In symbols » the landlord will 

Maximize R - F^Q^ + P^Q^ 

(4) 

Subject to Pj^ « ^^^b^ 

p„ - w 

CostSy such as maintenance » are fixed and can be ignored » . 

Substituting the first three conditions into the objeetivm f miction , 
problem (4) becomes 

^ AC' 



13 

Maximize R - Db(Qb)Qb + D„(QbnQ-Q^,) 

(5) 

Subject to Q - ^ 0 

Ihe Lagranglan expressirn for this problem is 

^-^b^V^b-^ W^^A^ +X(Q-Q^) 
and the Kuhn-Tucker first-order conditions are (dropping the argument 
Q, , for simplicity) 

D 

(6.1) 3L/3Qj^ = D^Q^^ + D^^ + D^(Q-Q^^) - - X 0 

(6.2) Qj,(3L/3Qj^) - Qbl°iVV°w^^"^b^"V " ° 

(6.3) 3L/3X - Q - 1 0 

(6.4) X(^L/3X) - A(Q-Qj^) = 0 . 

The terms in the first condition require some interpretation. 
Since the total revenue from blacks is 

^«b-Vb"Vb • 

we can easily derive the marginal revenue from blacks: 

(7) MR^ - (d/dQ^)lR^, - D'Q^, + D^, . 

Similarly » we know that 
TR„ - \% ' 

so that 

MR, - (d/dV^^ " Q„(<iD„/dQi,)(dQb/dV + % ' 
But since (dD^/dQ^^) - and (dQ^/dQ^) - -1, we can rewrite this result aa 
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It should be emphasized that both of these marginal revenues are 
functions of Q^; MRj^ Is the marginal revenue obtained from blacks by 
Increasing Q^^ by one unit, and MR^ is the marginal revenue from 
whites by decreasing Q. by one unit* 

D 

Now using equations (7) and (8) we can rewrite the first two 
conditions as 

(6.V) MR, - MR - A < 0 

D W — 

(6. 2*) Q^(MRj^ • MR^ - X) « 0 . 

The four first-order conditions can be used to derive necesoaxy 
conditions for three types of solutions to the landlord's problem: 
all-black, all-white, and integrated. 

Type 1 > All-black, or » Q and 0^^ " 0 

Since « 0, we know from (6,4) that A 2l 0, and since Qj^ > 0, 
we know from (6.2*) that 
MR, - A » MR 

D W 

Combining these two results, we find chat (indicating the value of 

the argument y Q. , for clarity) 
b 

MRj^(Q) > MR^(Q) . 
Furthermore, since MR (Q) = D'(Q)(Q-Q ) + D (Q) » D (Q) , 

W W D W W 

we have 

(9) MRj^(Q) > MR^(Q) « D^(Q) . 

In words, equation (9) indicates that a necessary condition for an 

all-*black solution is that the marginal revenue from blacks when Q. • Q 

b 

be greater than or equal to the marginal (^average) revenue from whites 
« - 0. 

17 
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Type 2 > All-white, or » Q and « 0 

In this case, condition (6.4) indicates that X • 0, so that by 
(6.1'), 

(10) MR^(O) iMKj^(O) - Dj^(O) 

This result is, of course, the same as (9) with the races switched. 
Type 3 . Integrated, or 0 < Q^^ < Q 

As with Type 2 solutions, condition (6,4) indicates that X « 0; 
thus it is clear from (6.2*) that 

(11) MI^(Qj^) - MR^(Qj^) . 

Hence, a necessary condition for an integrated solution is that there 

exist some greater than zero and less than Q for which the marginal 
b 

revenues from the two races are equal. 

Expressing this model in diagrammatic form will assist us in 
adding sufficient conditions for the three types of solution. Since 
the model contains only one choice -variable, Q^^, a simple diagram can 
be used: along the x-axis will be measured Q^^, so that ("^"Qb^ ^® 
simply the distance between Q^^ and the constant point Q; the price 
paid by blacks will be measured on the y-axis; and the price paid 
by whites will be measured on a vertical line through Q. Given two 
demand functions— P^^ * ^b^^b^ * ^w^^b^""^® derive the 

marginal revenue functions as shown above and plot the results on the 
diagram just desctibed. An example of the graph of the exclusion 
model is given in Figure 1. 
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Diagrams like Figure 1 make It clear that the necessary conditions 
derived earlier are weak conditions. If the HR^ and MR^ curves Inter- 
sect, as In Figure 1, all three necessary conditions are satisfied 
at some value of Q^, and we still do not know what solution the 
landlord will pick; however, It Is not difficult to find on a diagram 
the value of that maximizes the landlord's rental Income. The 
key to the sufficient conditions is the measure of total Income for 
each possible solution, or, referring to Figure 1: 

Type 1: R - P?^Q « area aiider the P?" line. 

D D 

2 2 
Type 2: R « P Q « area under the P line. 

w^ w 

3 3 

Type 3: R « P;:Q* + P (Q-Q*) « sume of the areas under the 

D D W D 

P^ and P^ lines, 
b w 

An Inspection of these three !»niounts reveals that the Type 2 
solution yields the highest Income. It Is also clear that the Inte- 
grated solution always results In a minimum income. To see this, note 
that MR^ is the marginal loss from whites, and MR^ is the marginal 
gain from blacks^ from having one more black tenant. Thus, moving 
to the right from Q* will increase revenue since MR^^ is greater than 
HR^. One nan make use of the fact that MR^ is the marginal loss from 
blacks from having one more white tenant to show that leftward moves 
from Q* are also profitable. 
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Thus the landlord's declslon-iaaklni; rule Is very slnple: 

Dj^(Q) - Pj^(Q) > D^(0) - P^(0), 

then set the price of an apartnent at D. (Q> 

b 



(12X 



in. order to guarantee that Qi 
If D^(0) - P^(0) > D^^(Q) - P^(Q). 



then set the price of an apartment at D (0) 

w 

in order to guarantee that Q. * Oa 

D 



In shorty an income-maximizing landlord will want tenants solely 
from the group with the highest demand for apartments in a building 
that is entirely of its own race. 

It is important to note here that so far a landlord's behavior 
does not involve any discrimination. Simply by setting the price 
of an apartment at the greater of D^(Q> and the laadixntd can 

be certain that members of the group he does not want will be umrilling 
to pay for his apartments. Since only one ,roup wants to live in his 
buildings the landlord does not have an opportunity to practice either 
exclusion or price discriodnation. However^ when placed in the comtext: 
of an utban area^ the exclusion model reveals tiiat landlords will have 
an incentive to discriminate against blacks* 

Outside of the Souths few areas in American cities were orginally 
inhabited by blacks. Using the terms of the exclusion mooel^ apart- 
ment buildings were originally filled with whites because blade demand 
was virtually nonexistent. As the black population and black incomea 
grewy the black demand for housing increased until in many neigh*- 
boriicods the black demand curve at Q^^ « Q was higgler than lAite 
demand curve at « At this point the extlusiom indicates 
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that a landlord will have ari incentive to raise the price of an apart- 
ment to D. (Q). As a result, whites will no longer want to live in 

D 

that building and the white tenants will be gradually replaced by 
black tenants—who are willing to pay the higher price. 

However, the transition from white to black tenants is iOt, as 
we have so far implied, costless; in fact, the transition costs may 
be substantial. There are three sources of these transition costs: 

1. The exclusion model implies that unless rentals are protected 
by leases, average rentals will decline during the transition period 
since neither blacks nor whites are willing to pay an much for an 
apartment in an integrated building. 

2. In order to find a new tenar^t, a landlord must advertise 
the apartment, interview applicants, check the applicants* credit 
references, and carry out needed maintenance of the apartment. 

3. If a landlord has an aversion to dealing with blacks, he 
must be coii?)ensated for doing so by receiving a higher rental from 
blacks. Math argues that a prejudiced landlord will maximize his 
profits by selling out ot a landlord who does not have an aversion to 
dealing with blacks. But if landlords who are not prejudiced agalns" 
blacks are themselves black, the original landlord will have to be 
compensated before he will make the sale. Furthermore, many landlords, 
including almost 37 percent of the landlords in Stemlieb^s sample 
(1969, p. 134), live in their apartment buildings and would also have 
to be compensated for their moving expenses. 

Thus the transition from white to black tenants may involve 
substantial monetary and psychic costs for a landlord. Unless the 
price blacks are willirg to pay for an all-black building exceeds 
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the price whites are willing to pay for an alfl^nrtilte hulldltig by 
more than the ;per- tenant transition coat, the landlord wlll^iant 
to retain his white tenants. 

IWo cases need to be distinguished: 

Case 1: Dj^(Q) < D^(0) + t 

I>1,(0) <D^(0) 

Case 2: Dj^(Q) < D^(0) + t 

> D^(0) 

where t Is the per- tenant transition cost. These two cases aooe 
Illustrated, respectively, In Elgures 2 and 3. In Case 1, the J«ixd»- 
lord does not have any Incentive to practice exdusion:; he slaiplly 
sets the price of an apartiaent at D^(0) la cartaii! ftat no-rUmoka 
%d.ll want to live In his building at that price. 

In Case 2, however, the landlord still does not want to mike the 
transition from white to black tenants, but If he eats :tba psloe mt 
^^(0) f some blacks will want apartments In his building. .Ihermfove,. 
the landlord will have an Incentive to exclude blacks from bia bu£Utag« 

It Is clear that when the black demand curve rises to the point 
where D^iO) equals D^(0), Case 2 will obta^ only If 

(13) U^(q) - D^(Q) < t , 

that la, only If the aaK>tmt blacka are atiiT^ng to pay for *1>l«ekikmM** 
In an apartment building la leas than tiia par-tenant coat of txmmttlm 
from white to black. 

Ihifortunately, tiiere ia net enough evU e u c a iro 4nw whether or 
not condition (13) is met in many nelgliborhooda • For thxme reeaona, 
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however, it appears to be a weak condition. First, transition costs 
are probably substantial. Second, the work of King and Mieszkowski 
(1973) suggests that blacks are willing to pay only about 2 percent 
nore for a black neighborhood. Only if there is substantial price 
discrimination in integrated neighborhoods but not in black neigh- 
boihoods-a possibility for which there is no evidence— can this result 
be an underestimate of the effect of black prejudice on apartment 
rentals. Blacks may have stronger feelings about their fellow tenanU 
than about the neighbors across the street, but at this point the 
King-Mieszkowski result is the only evidence available. 

Third, recant surveys indicate that many urban blacks prefer 
integrated neighborhoods.® If such attitudes carry over to Individual 
apartment buildings, then the black demand curve in the exclusion 
model will be upv:rd sloping for small values of and downward slop- 
ing for large values of Q^. In this case all of the analysis presented 
above is still valid,^ but the difference be -ween D^CQ) and ll,,(0) 
will be smaller than with completely upsrard-sloping black demand 
curves. Needless to say. more information is required on the slope 
of the intra-apartment-building demand curves for blacks. 

In fluimary. the prejudices of blacks and whites guarantee that 
complete segregation WLll exist as long as there is a substantial 
difference between the black and white demand for nousing in any 
particular neighborhood. The landlord fosters segregation by using 
the following decision-making rule: 



26 



24 



/if 



ERIC 



< D^(0) + t and Dj^(O) < D^(0), 

then sec the price at D (0) in order to 

w 

have an all-iriilte building; 

If \((i).< D^(0) + t and Dj^(O) > D^(0), 

(14)1 then set the price at D^(0) and exclude all 

blacks in order to have an all-white huildi«g; 
If D^(Q) > D^(0) + t, 

then set the price at D^^CQ) in order to 
have an all-black building. 

Ihe second part of this rule Indicates that in changing neighborhoods 
where black demand and white demand are similar, landlords .will. have 
an incentive to exclude blacks until black demand is very hi^.wben- 
ever the price blacks will pay for blackness is less than the per- 
tenant cost of transition from white to black. 

Note that the exclusion model predicts that blacks will pay 
higher prices in changing neighborhoods because landlords will only 
make the switch from white to black tenants if their transfer costs 
are covered by the higher prices paid by blacks. In other words, 
beca.iae of the exclusion of blacks by landlords, blacks pay more for 
their apartments than do whites. Biug, the exclusion model provides 
an explanation for proposition (P3). Note further that when the 
black demand curves shift above the. white curves in changing neigh- 
borhoods, they will also shift upward in areas that are all black; 
therefore, exclusion by landlords in changing netjbboubofiids .will lead 
to a positive price dlfferentiiU: between rentals in black neigbborhiwds 
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and rentals in white nei^borhoods (in addition tJ dry differential 
caused by a declining price-distance function for housijj and the 
central location of blacks)* 

A, A MODEL OF LANDLORD BEHAVIOR WITH EXCLUSION: REVERSE PREJUDICE 
AND IMPERFECT COMPETITION 

The exclusion model developed in section 3 can also be used to 
shed some light on two other cases: reverse prejudice and iiiq)erfect 
competition. Each of these two phenomena will be treated in turn. 

If one group esdiibits reverse prejudice — if itr members prefer 
to live with members of the other race — then the slope ot the demand 
curve for that group will have the opposite sign from assumed 
in section 3. For example, if blacks have reverse prejuaxce, their 
demand function is 

<i5) \ - w > < 0 • 

Looking more carefully at the case in which blacks have reverse 
prejudice and whites have prejudice, we find that if the black demand 
curve is less steep than the white demand curve, then, as before, 
only segregated solutions are possible. However, as illustrated in 
Figure 4, landlords will have an incentive to exclude blacks, even 
without transition costs, when the black demand curve shifts above 
the white curve. Since is greater than Dj^(Q), condition (13) 

is always met and landlords will practice exclusion until it is profit 
able to make the transition to an all-black building. 

If the black de^^and curve is steeper than the white demand curve. 
Integrated solutions are pofltaiDle. In pfirticular, if the MR^ and MR^ 
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curves Intersect at Qg, then the naz^;iAal JLoss. .eaEcaeils tive ^aln' Jor 
a Itove In either direction from Q*; t^us, is ^the qsantttyi^^rhat 
■sximizes revenue. Furthermore, At Q* :the price landhiffda ^duapg^ 
blacdis will be above the price tivey chaxfiev^ites— ^at:^».lMidi2>ftris 
will practice price discrimination against bla<^. An BKsmple^iQf.ttiULs 
case is given in Figure 5. 

In sunoary, if blacks have r0verse>pxejudlce, itea >tfaeJ3baiulloxd^ 
' decislonHialcing rule is: 

^If n|^(Q) <D^(D) + u «ttdJ)ji(0) <D^(0), 

idttn set the prlt:e^at p^J(0).dji order^ .t^Jtave 
an a[ll«i«blte buildLug; 
If D^W) <D^(0) + t. D^(0) > D^<0).«ad I^^ . 

then set the pxi^a.at D^lOD) and axcludfr;all\]KLafiGfeB 
in order to bave.an.all^^irtilte building; 
If n(,(Q) <D^(0) + t. Dj^(D) > D^(0). and p^^XQ) ^O^tQ). 

then pick the value of Q. at^^ich theilfR icxavms 

D 

Intercect and pr^tlee price. disCTiiiiliitttion 
against blacks; 
If > D^(0) -f t, 



(16) 



then set the price at Dj^(Q). In order to^^nrve «n^ailI^4s.Uok 



building. 

If both ^oups esdiiblt reverse praj«idice,. Aer nac asa aT yj^aPi uttM oPs 
derived in section 3 are (igaoria^g ±raaBlt±on ^csoats) aiso ^at^^ 
xsoaditlons • Ibtis landlords' will choose. ±o. have intagcated^imjMiiifigs 
"Vbenaver the MR rarves cro&d. lafcagr^ftd^littrtaKia . ^i^^ o 
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price discrimination against either blacks or whites. Since the 
condition fpr an integrated solution is 

it is clear that in order for D^^ to be greater than it must be 
true that 

^ - '^w - -^b^b - ^ ° 

or 

(17) -D^/d; > Q^/Qb . 
Thus the probability of price discrimination against blacks increases 
with both the steepness and the height of the black demand curve. 
Figure 6 illustrates demand curves that satisfy condition (17). 

Finally, there is the case of imperfect coiiq)etition. If a 
single landlord has market power, then the price he can charge to 
either group depends negatively on the nunfcer of members of that 
group in his building, as well as on the racial composition of his 
building. Imperfect competition in the market for apartments for 
blacks means that the demand from blacks for apartments in a given 
building will be a downward-sloping function of the nuBiber of blacks 
in the building. Hence, imperfect competition affects the exclusion 
model in the saa» manner as reverse prejudice. If, for example, 
there is enough imperfect competition in the black apartment market, 
the black demand curve may be downward sloping in spite of black 
prejudice. Consequently, it is possible for the results derived in 
this section to obtain in the case oJ: prejudice if there is enough 
Imperfect coin>etition to dominate the effect of prejudice. 



32 



30 



TIfiURE 6. 




ERIC 



33 



31 

Note that even If imperfect competition does not dominate the 
effect of black prejudice, It will flatten the black demand curve and 
make It more likely that condition (13) be met; the more imperfect 
competition there is in the market for apartments for blacks^ the more 
likely it is that landlords will have an incentive to exclude blacks. 

All of the results we have derived from the exclusion model are 
suaamarized in Table 1. This table collects the decisionHiiaking rules 
(14) and (15) and adds the rules for the case in which both groups have 
reverse prejudice. The rentals for blacks and whites are not indicated 
in this table, but they can be determined from the demand functions 
at the value of Q, chosen by the landlord. 

D 

5. OPEN HOUSING AND THE EXCLUSION MODEL 

**Open housing** is the general term we will use for any legis- 
lation that effectively prevents exclusion or price discrimination 
against blacks. In this section we will examine the effects of open 
housing on the exclusion model. It is hoped that this procedure 
will give us some insight into the design of open housing legislation. 

Muth describes the policy implications of his hypothesis as 
follows : 

If the customer preference hypothesis is correct, then 
enforced open-occupancy legislation would have little effect 
on the residential segregation of Negroes. Such legislation 
ml^t force some landlords who otherwise would not rent to 
Negroes to do so. But, if their white tenants have an aversion 
to living among Negroes and conq>arable housing is available 
to them elsehwere at the same price, they will tend to move 
out of the integrated buildings and nei^borhoods , and the 
area will coise to be inhabited wholly by Negroes. The 
enforced open«»occupancy legislation would tend primarily 
to penalise landlords. . . for catering to the preferences 
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of their customers. Such legislation^ however^ mi^t tend 
to make the area inhabited by Negroes grow more rapidly over 
time by making it easier for them to obtain housing outside 
existing Negro areas. (1969, p. 109) 

It seems to me that the above quotation contains three main 

conclusions about open housing legislation: 

(Ml) It will not eliminate segregation. 

(M2) It will make the area inhabited by blacks 
grow more rapidly. 

(M3) It will "tend primarily to penalize landlords." 
The exclusion model l«%ads ua to agree with the first two of these 
conclusions; however, it also indicates that Muth*8 third conclusion 
will obtain only in one special case, and it adds a fourth conclusion 
about the black-^ite rent differential. 

In examining the effects of open housing on the exclusion model » 
we will refer to the cases listed in Table 1. In six of the eleven 
cases (lA, IC, 2A, 2D, 3A, and 3D), open housing will have no effect 
since landlords do not practice any discrimination. 

Of the cases that involve discrimination, case IB is the only 
one based on the two plausible assu]iq>tions of black prejudice and 
perfect competition; it will therefore be examined in some detail. 
By eliminating exclusion in case IB, open housing eaables blacks to 
outbid whites for apartments in previously all-white apar^jnent build-* 
ings. Since blacks will outbid whites at every value of Q, , racial 

D 

transition in this case will end when all the white tenants are 
replaced by black tenants. At this new solution the price of an 
apartment will be I^(Q). Thus, we can conclude that in caae IB the 
results of open housing will be 
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(El) Complete turnover from wHlfce to black tenants 
and hence the continuation of complete 
segregation; 

(E2) An increase in the supply of housing 
available to blacks; 

(E3) The payment of the difference between D^(0) + t 
and D|^(Q) by landlords; 

(E4) A decrease in (but not elimination of) the 

differential between black and white rentals. 

The first two conclusions are identical, respectively, te (Ml) 
and (M2).. Conclusion (El) expresses the not-very-surprising result 
that open housing will not make the two races want to live togethtt, 
whereas (E2) indicates that open housing is. likely to achieve its 
main objective, namely the elimination of restrictions on. the supply 
of housing for blacks. 

Conclusion (E3) differs from Muth*s third conclusion in that it 
specifies the extent of the landlord's losses. As stated in seotion 
3, the cost of racial transition represents (1) lower average rentela 
during transition, (2) the payment of turnover costs by landlords, and 
(3) the landlord's aversion to dealing with blacks. Open housing 
would require the landlord to pay the portion of these costs that 
was not covered by the higher rentals charged to blacks. 

It is difficult to reconcile conclusion (E3) with the common, 
belief that open housing would be "financially alamitous to an. owner 
who had no racial prejudice of his own." (See page 4.) Turnover 
costs may be significant at the margin, but they are only a small 
fraction of a landlord's income, and they are offset to some degree 
by the higgler rentals received from black tenants. Purtiiermow, (Eih 
is not in accord with Muth's conclusion that open housing 'Vnmld tend. 
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primarily to penalize landlords, • , for catering to the preferences 
of their customers/' Open housing will tend primarily to do what 
it is designed to do--help blacks obtain housing—with some losses 
in the process for landlords* Moth's use of the term "catering" 
in this context is misleading because it implie« ^hat landlords are 
motivated primarily by a desire to please their customers instead 
of by a desire to maximize profits. The turnover costs that must 
be paid by landlords should be recognised, but they should not be 
exaggerated, 

Tne fourth conclusion about open housing is that it will decrease, 
but not eliminate, the black-whitf: rent differential. To show this, 
let us take two identical apartment buildings located in the same 
neighborhood* Now assume that the black and white demand curves 
for each building Intersect at the same price when equals zero 
(Dj^(O) - I>^(0) - P* for each building). These two buildings are 
at the margin of racial transition: an infinitesimal increase in 
the black demand curve would lead to an all-4>lack building* Now if 
one building changes to black tenants, the price paid by blacks in 
that building will be Djj(Q)t which, because of the slope of the black 
demand curve, is greater than D^{0) I-D^(0)1; therefore, a black 
will pay more than a white for an identical apartment* In short, 
unless blacks are not prejudiced (so that the black demand curve is 
flat), the historical direction of racial transition (from white to 
black) Insures that blacks will pay more for their apartments than 
will whites* 
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Ihe black-white price differential will disappear in the long 
run only if both blacks and whites are able to bid for apartments in 
new buildings. In that cace the excl.^sion model implies that building, 
will still be completely segregated (with the race of the occupants 
determined by the race of the first tenant), but the rentals of blacks 
and whites will be the same. Therefore, in order for blacks and 
whites to obtain housing on the same terms, it is important for 
open housing legislation to encompass new rental housing and renovated 
apartment buildings that become available in changing neighborhoods. 

Further insight into the design of open housing legislation can 
be gained by focusing on one important implication of the exclusion 
model, namely that information costs are a primary cause of diacrlaK 
ination in housing. To be specific, we have shown that transition 
costs, a large portion of which are the information costs involved in 
finding new tenants, jjive landlords a strong economic incentive to 
exclude blacks, ihus, the exclusion model describes a situation in 
which imperfect information leads to a noncompetitive result— dis- 
crimination.^^ In this context, open housing legislation can be interpreted 
as an attempt to obtain a competitive solution, that is, to eliminate 
discrimination. 

In order to be effective, open housing legislation must alter the 
incentives that lead landlords to discriirinate. In the past, such 
legislation has attempted to make discrimination unattractive to land- 
lords by placing legal sanctions on discriminatory behavior. Although 
thia approach has been successful in a few localities, it has proved 
to be impractical on a large scale; the interest groups ttiat oppose 
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open housing are usually strong enough to limit the severity of the 
legal sanctions or to prevent the effective enforcement of those 
sanctions. (See Foley, 1973, pp* 126-129*) 

An alternative approach to open housing legislation, which can 
be derived from the exclusion model, Is to lover laadlord Incentives 
to discriminate by lowering the costs asDOClated with racial transition. 
Ihis alternative could be implemented by establishing government clear- 
inghouses for apartment information. Such clearinghouses would assist 
In the matching of tenants with apartments; consequently, landlords 
would have lower search costs, and since new tenants would be found 
more quickly, landlords would have smaller losses from the lower rentals 
during racial transition. In sum, the exclusion model implies that 
clearinghouses could signficantly lower landlords* incentives to dis- 
criminate, without the massive commitment of government resources 
required to enforce legal sanctions. To the extent that transition 
costs are not simply information costs, however, effective open housing 
legislation would have to provide for legal sanctlr^ns as well as for 
clearinghouses , 

Another Important s'^vantage of clearingho ^ses is that they woul/! 
lessen landlords' ability to discriminate, sin. e the information given 
to blacks by landlords about the availability and price of apartments 

12 

could be checked against the information posted in the clearinghouses. 
Needless to say, clear in^ouses would only serve thi^ function if land- 
lords were required to post information about all available apartments. 

Now let us turn to the special cases of the exclusion model. The 
following cases are based on In^lausible assumptions about the slopes 
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of the black anil white demand ciurvea >«fdbiMnua9.jiBEn^ 

but they cannot he ruled out idJdfiout wnse .^ndidenisa about tbaaa^mlai7^ft»«. 

To ha^n vlth^ the excltiaion mofOmL veve^ tduit Jit im Mtumm^ 
leal^ posAlhle for open hauaing :to> ha fiaxaiiciiallgi .MammtaanmiSmx 
lamilQrda. In .case 2B (aee Vigaxe 4)^ optm. hmiBixiii^HStrjm 
laoiKLord the diifferance between 0^(0) ^ t mod R^tQXr 'if^ 
teLw D^(Q)^ ao that the eo^t juq^ he suhajzanirial. HbeaBafim^ JSC 
blAOka have i^evexae |nnG^judli» £f .thene -fan- ^mfc-tAy^ ^y^ i.mniTfi Bfftr 
eoapetition in the blaidL i^acetBaazt mmskMzX^,aB§^tftrkm. 
leaf ftlafrimi wlH require jraaie ea a teiiMrt SfaMfc of aavere ^agpt nannrtMian 
and extenaive conp^ksatlon of landlnrdff iin ebangiis n^f^codimdfa*. 

16 coBplet^ ^e analgia of caae .^i^ tiate tlfcttt: ^soiu^ieu^t^^ 
and (B2) atSll hold. In addiitimi, the :pirtoe d£ff ensntsfafil s^ifM^dWlB^/ 
be revera&d in chmiging ncE^n^btbarfaooda siia^.mt the «a«i;tfn> aKismoiiaOl. 
traaaltion whites will pay laoere .th^ blaeciie.. 

nro caaea in^rall^ve^ price rfi«r-trtailn^ion: ^agalna»t hifaaibvT: JC .wdi 
3B Ccepxeaeated» reapectiveXy^ in. FijBunaa S aatnd ^y;tflin||||^rlteha 
price diacxiaiinstian is not the naaulit a£ idia xaai tofc . gB^^ t g^gacE Hfta:' 
seller » the af£aetB of open houating Jsn tkemt.:tm> nama^.aEm tthfti-MM: 
as tne effects of mliasdimtditm of psice dfairftiw ^ '**^ " M r ^^TO nMtJtirr 
profits of tile (Ut>criitiaator decliiu and thft p^rf g<»> tH^i^^ i««M^nit*^i|i \m\iMiM\ 
n«tad« Ihe landlord now pid^^ the iB»iUift of :||^ at ^fMb > ilhff "I— rtflfc— itf 
cttiZMa crofta^ or^ t£ :they da .-rat .crosa^^ he ^mmb» mtfuaSi ±a j^jMt 
ehaa^M his 4hll-^Laak tananisriy .» jaattu£L aipiaai .ik> ^^^^•^ ^ahMRsM/Mi^ 
drav the fallowdng v m^kaaiona afaoat atet aidGXl Impipn dUf zpitfaa^ddfait-^ 
ciyiariaatA an ia «ellaiAai»dT 

ERiC 0? 41 



ERLC 



39 

(PI) The niinber of vhite tenants Mill decline (to 
zero if the deaiand curves do not cross); 

(P2) The supply of housing to blacks will increase; 

(P3) Hie discriminating landlord will lose the 

profits attributable to price discrimination; 

(P4) The rent differential in border areas will 
be exactly eliminated. 

Case 3C is the same as 3B with the races switched. 

In summary, we can conclude that in every case except 3C^ open 

housing 

1. will not lead to integration; 

2. will increase the supply of housing available to blacks; 

3. will hurt landlords financially to some degree; and 

4. will reduce the differential between black and white 
rentals. 

The differences among the cases are primarily ones of degree. Relative 
to the standard case, IB, the position of blacks (the supply of housing 
available to them and their rental relative to the white rental) is 
improved and the position of landlords worsened as one moves throu^ 
cases 3B, 2C, and 2B. The following specific results can also be 
derived from the exclusion model: 

5. in case IB open housing will not eliminate the 
rent differential in border areas; 

6. only in case 2B is there Justification for the 
claim that open housing is a financial disaster 
for landlords; 

7* in case 2B open housing will reverse the rent 
differential in border areas; 

8« in cases 2C and 3B open housing may lead to 
segregation in buildings where there has been 
integration; and 
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9« ooly In cases 2D and 3B wlliLop|Baciboi|gixi|^ 
exactly eHminatp tlie. blaidDMuiiite:^ rMtr 
diffexjentlal in border areaau 

Iti omciualcmy the., excluaioit. model rTHrlrtrn rmTfrttrnMh otippDnLr 

for open haauslng legislation' and aooie inaijgiKt Inta the daal^ o£. sneUi 

legislation. According, to the exdnsion model^v op^a hoinit^g caR:;b^L|)^^ 

eliminate restrictions on the supply, of Kraalng, availalKlft t«x^KUMAc»% 

and. reduce the differential het»eco black, aasd. viiite retttalki . Op»} 

boiailttg iiill.not: leadito integrttlon in indLvidaai^ fPTtwrr * ^^»^^vg ir, 

but thia remits is due to the prejpdilM of Cbdiicln^aaNi^irtdJtl^^ 

to any deficiency in tbe open hmiaing approach to dlec£lid.tHitlfi»^ iir 

hottsing,^ Furthexaore^. the. excluadoa .model v indlcatee^ ttvati ^ym^hmirihg. 

will nor be a financial dinaetetr fox. ItoAlorde;, ami5 tbatx it^ wtiU imt^ 

completely eUminate the bladMiliite mrf iMTf rrnirrfnlT Itr rMllfclihirhniMiii 

undergoing racial, changt^. Finally^ . cdeexin^bamiea ffii iipiifmMiLi 

inf ormation, vhidt aignif icantlyv lovers Itodldrda ' incemtlveau t&^dia^ 

criminate, will increase the e£f ectivenees'^ atk opes? bowing'^ Ifeglilktllmi; ^ 
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NOTES 

^For a thoughtful discussion of these two terms, see Simpson 
and Ylnger, 1972, ch. 1. 

2 

For example, seven important types of discrimination are defined 
I by Thurow (1969, pp. 117-118). 

3 

The data on renters in SMSAs are found in a census report (U.S. 
Bureau of the Census, 1970, p, 280). One brief discussion without 
documentation of the small size of, among other things, real estate 
management firms, can be found in the Kaiser Conanittee Report, excerpted 
in Edel and Rothenberg, 1972, pp. 178-193. See especially p. 187, 

4 

For some recent estimates of the degree of racial residential 
segregation in American cities, see S^^rensen, Taeuber, and Boilings- 
worth, 1974. 

^If the Puerto Rican population is included, 89,1 percent of the 
buildings in Stemlieb's sample were completely segregated, 10.4 per- 
cent were integrated, and .5 percent were vacant. See Stemlieb, 1969, 
p. 63, Exhibit 3-1. 

^References to real estate agents have been deleted from this 
and all of the following quotations from Muth. 

^Actually, a weaker assuiq>tion is possible here. If the rental 
whites are willing to pay is positive for all racial conqpositions , 
then the Kuhn-Tucker conditions for problem (4) can be used to prove 
that vacancies are never profitable. 

g 

These surveys are reviewed in Pettigrew, 1973. Note that the 
, desire to live in an Integrated neighborhood reflects many different 
attitudes, including racial prejudice and the desire for hi^«<iuallty 
local public services. Thus, a preference by blacks for integrated 
^ neighborhoods could exist despite strong black prejudice against 

whites. In this paper, we will make no attempt to separate the 
effects of these various attitudes. 

9 

A minor technical point arises in the case of hill-shaped black 
demand curves: it is possible to have a local optimum at an interior 
point (that is, with 0 <Q^. <Q) if the black marginal revenue curve 
intersects the white marginal revenue curve from above at some high 
value of Qj^. However, such a point will not be preferable to an 
all-white solution unless the white demand curve is very flat and the 
black demand curve is very curved — ^neither of which appears to be 
likely. 
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'iMttBber that the .jn»lyftla x)f: t^ 
desire for an Integrated nelg^borhtjod on ithe ^art «bf lylacks. ..v^toe 
page 23. Case IE is i^luat:ra»d :in F4«»re 3. 

^or tme .geaftral tmainent t>f « aE^oket £ailta:e i^^aelM vaoaa^^&f 
12 

Agaioat Blscxinination la Houalns has i£laa;4Kt¥ocated!iaheaaiauiof 
cantrallaed Hating saervieea fnr iTifnnwirlnii nii aniii Iimihii , :^Aae 
mm^ JATO^ p. A3, Jtecoaayartarlflnff 5 and S, 
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